Historic,  archived  document 

Do  not  assume  content  reflects  current 
scientific  knowledge,  policies,  or  practices. 


/ 


'  •    X  % 

>.     in»lil      ,  % 

X 


,9 

2- 


FINANCING  LIVESTOCK  EXPORTS 


stP2<  1S67 


OREIGN  AGRICULTURAL  SERVICE/AUGUST  1967/UNITED  STATES  DEPARTMENT  OF  AGRICULTURE/FAS-M  190 


CONTENTS 

Page 

U.S.  Sources 2 

Export-Import  Bank 2 

Suppliers'  credit 2 

Direct  loans «. 4 

Commercial  banks 4 

AID 5 

Private  export  merchants 5 

International  Sources   6 

World  Bank  group: 

International  Finance  Corporation  (IFC) 6 

International  Development  Association  (IDA) 6 

WorldBank 7 

Inter-American  Bank 7 


IV 


Financing  Livestock  Exports 

by  Harlan  J.  Dirks,  Livestock  and  Meat  Products  Division 


Overseas  sales  of  U.S.  live  cattle  (mainly  breeding 
stock)  for  the  period  1960-66  amounted  to  250,000 
head,  for  a  total  dollar  value  of  $86.7  million.  Sales  of 
hogs  and  sheep  add  roughly  another  million  dollars  a 
year.  There  appears  to  be  good  reason  for  U.S.  cattle- 
men to  expect  to  find  a  growing  market  for  breeding 
stock  in  the  years  ahead  because  livestock  production  is 
probably  the  most  promising  field  of  agricultural  de- 
velopment for  many  foreign  countries.  The  greatest  po- 
tential for  domestic  herd  improvement  in  many  of  these 
countries  lies  in  the  importation  and  use  of  improved 
breeding  stock. 

The  following  tables  show  the  growth  of  U.S.  live- 
stock exports  in  recent  years,  including  those  of  breed- 
ing cattle,  as  well  as  destinations  of  live  cattle  in  1966. 


Various  means  of  increasing  sales  of  U.S.  breeding 
stock  overseas  are  continually  receiving  study.  Lack  of 
export  financing  has  probably  been  one  of  the  most  im- 
portant obstacles  to  sales  increases.  This  is  particularly 
true  for  livestock  because  many  of  the  developing  mar- 
kets that  need  our  breeding  stock  cannot  be  penetrated 
without  credit.  In  many  foreign  countries,  not  only  is 
credit  hard  to  get,  but  also  interest  rates  are  extremely 
high,  sometimes  as  high  as  24  to  36  percent  per  year. 

The  purpose  of  this  report  is  to  provide  information 
and  insights  into  potential  sources  of  financing  available 
to  those  in  the  livestock  industry  wishing  to  enter  world 
trade.  Both  national  credit  sources,  and  international, 
are  examined.  It  should  be  pointed  out  at  the  outset, 
however,  that  there  is  nothing  automatic  about  quali- 


Table  1. — U.S.  exports  of  live  cattle  by  country  of  destination,  1966 


Breeding  cattle 


Dairy 

Beef, 

Beef, 

Other 

Country 

(all) 

female 

bulls 

cattle 

Total 

Num- 

Num- 

Num- 

Num- 

Num- 

ber 

ber 

ber 

ber 

ber 

Canada 

781 

724 

469 

6,177 

8,151 

Mexico 

9,804 

1,690 

4,234 

555 

16,283 

Guatemala     _  _ 

101 

39 

136 



276 

British 

Honduras    _ 



6 

13 



19 

El  Salvador  _  _ 

152 

285 

8 



445 

Honduras    

40 

17 





57 

Nicaragua 

68 

426 

262 



756 

Costa   Rica 

42 

58 

90 



190 

Panama     

8 



199 



207 

Surinam    



7 

3 



10 

Bermuda 







13 

13 

Bahamas 

50 



21 



71 

Jamaica 

204 







204 

Haiti 

1 







1 

Dominican 

Republic    __ 

343 

40 

1 

10 

394 

Leeward  and 

Windward  Is. 

1 

1 

French  West 

Indies    

19 

300 





319 

Colombia    



32 

29 



61 

Venezuela 

725 

980 

275 

147 

2,127 

Ecuador    

184 

21 

38 



243 

Peru 

1,397 



6 



1,403 

Bolivia 

8 

13 

33 



54 

Brazil 

19 



21 



40 

Breeding  cattle 
Dairy  Beef,  Beef, 
Country              (all)  female  bulls 
Num-  Num-  Num- 
ber ber  ber 

Paraguay 88 

Argentina 43  175  157 

Germany,  W._  2      

Spain 1       2 

Portugal    1  1       

Italy     647      3 

Greece 223      

Iran 2      

Israel 2      

India   36      

Thailand 40  100      

Korea,  Rep.  of        485  3      

Japan     165  31  2 

French  Pacific 

Islands 10      

South  Africa, 

Rep.  of  ___             2  47  64 
Zambia- 

Rhodesia- 

Malawi 3  3       

British   Guinea      4  1 

France     12  2 

USSR    100  31 

Philippines    __       40  35 

Libya 

Total 15,609  5,154  6,223 

Source:  U.S.  Bureau  of  Census. 


Other 
cattle 


Total 


Num- 
ber 


1,460 


Num- 
ber 
88 
375 
2 
3 
2 
2,110 
223 
2 
4 
36 
140 
488 
198 

10 

113 


6 

5 

14 

131 

75 

7 


8,371      35,357 


1    - 


fying  for  export  financing.  Each  individual  case  must  be 
evaluated  on  its  own  merits.  Therefore,  negotiations  for 
a  loan  should  be  started  well  in  advance  of  the  time 


Table  2.- 


-U.S.  exports  of  live  cattle,  number  and  value, 
1960-66 


Breeding  cattle 

Other  cattli 
(milk& 

;       Total 

Dairy 

Beef 

live 

Year 

slaughter) 
Head  Value 

cattle 

Head  Value 

Head  Value 

i  Head  Value 

Mil. 

Mil. 

Mil. 

Mil. 

1,000  dol. 

1.000  dol. 

1.000 

dol. 

1,000    dol. 

1960 

_    12.1     4.1 

14.5     5.1 

5.5 

1.2 

32.1      10.4 

1961 

_    11.5     4.4 

9.7     3.9 

2.8 

.7 

24.0       9.0 

1962 

_     9.1      3.5 

8.9     4.0 

1.3 

.3 

19.3       7.8 

1963 

_    10.9     4.5 

11.6     5.8 

.7 

.2 

23.2     10.5 

1964 

10.6     4.1 

17.6     6.8 

33.4 

6.7 

61.6      17.6 

1965 

_   17.8     7.2 

14.6     6.8 

21.8 

3.1 

54.2     17.1 

1966 

15.6     6.4 

11.4     5.4 

8.4 

2.5 

35.4     14.3 

the  credit  is  needed.  Loan  applications  should  always  be 
made  and  approved  before  any  purchase  or  sales 
agreements  are  made. 

Table  3. — U.S.  exports  of  hogs,  sheep,  lambs,  and  goats, 
number  and  value,  1960-66  1 

Sheep,  lambs,  and 
Year  Hogs  goats " 

Number        Value 
Head         Dollars 

1960    6.616         492,795 

1961    8,215  633,493 

1962    3,330         280,346 

1963    3,899         305,050 

1964    16,567         962,921 

1965    12,180         788,354 

1966    9,649         747,615 

1  Includes  both  breeding  and  other. 

sheep,  lambs,  and  goats,  1965-66. 


Number 

Value 

Head 

Dollars 

36,439 

735,537 

27,858 

776,155 

37,336 

979,743 

31,493 

1,001,868 

22,809 

637,418 

25,315 

686,148 

59,054 

904,700 

Sheep  only,  1960-64; 


U.S.  SOURCES 


There  are  a  number  of  financial  institutions  in  the 
United  States  that  are  engaged  in  the  business  of  financ- 
ing our  export  trade.  These  agencies  can  be  found  in 
both  the  private  and  the  government  sectors.  They  are 
potential  sources  of  credit  for  both  the  exporter  (sup- 
plier) and  the  importer  (buyer)  of  livestock.  Some  of 
the  more  important  sources  are  discussed  here. 

Export-Import  Bank 

The  Export-Import  Bank  (Eximbank)  of  Washington 
is  widely  recognized  as  a  leader  in  the  field  of  export 
financing.  This  bank  was  established  in  1934  by  the 
U.S.  Government  to  facilitate  and  finance  U.S.  private 
enterprise  in  international  trade.  It  is  currently  partici- 
pating in  the  financing  of  some  10  percent  of  all  U.S. 
exports.  The  bank  maintains  the  policy  that  no  exporter 
should  lose  a  valid  sale  for  lack  of  financing.  Its  ob- 
jective is  to  help  expand  U.S.  export  trade. 

The  Eximbank  assists  exporters  in  two  main  ways,  (1) 
by  supplying  credit  insurance  and  loan  guarantees  to 
exporters  who  arrange  to  sell  U.S.  goods  on  a  deferred 
payment  basis,  and  (2)  by  making  direct  loans  to  over- 
seas importers  of  U.S.  goods. 

Suppliers'  Credit. — The  Eximbank  works  closely  with 
commercial  banks  and  other  financial  institutions  in 
making  "supplier  credits"  available  to  exporters.  The 
Bank  docs  not  attempt  to  compete  with  private  capital. 
Actual  funds  are  seldom  provided,  but  through  its  sys- 
tem of  insurance  and  loan  guarantees  it  can  and  will 


shoulder  most  of  the  risk  involved  in  financing  inter- 
national trade.  The  typical  procedure  is  for  the  exporter 
to  make  a  sale  on  credit  and  then  sell  the  note  from 
the  foreign  buyer  to  a  financial  institution.  The  Exim- 
bank assists  lending  institutions  in  making  this  credit 
available  to  the  supplier. 

The  risk  of  extending  credit  to  foreign  buyers  falls 
in  two  categories,  "commercial"  risk  and  "political". 
There  are  generally  three  recognized  commercial  risks 
in  extending  credit  to  importers  and  they  are  (1)  insol- 
vency of  the  buyer,  (2)  protracted  default,  and  (3)  arbi- 
trary repudiation  of  the  purchase  agreement.  The  chief 
political  risks  are  (1)  civil  strife,  (2)  war,  (3)  government 
expropriation,  and  (4)  currency  inconvertibility.  Com- 
mercial risks  are  not  necessarily  unique  to  foreign  trade, 
but  political  risks  are. 

The  Eximbank  has  some  established  policies  for  its 
insured  and  guaranteed  livestock  loans.  Before  any  ap- 
plication can  be  approved,  there  must  be  adequate  proof 
of  a  reasonable  assurance  of  repayment.  Repayment 
terms  on  all  livestock  loans  are  not  to  exceed  two  years 
for  loans  of  $150,000  or  less,  nor  three  years  when  the 
loans  are  in  excess  of  $150,000.  It  is  also  a  standard 
requirement  that  the  buyer  make  a  20  percent  cash 
down  payment  on  all  livestock  purchases.  The  exporter 
is  expected  to  assume  a  small  part — usually  10  percent 
— of  any  financing.  Each  loan  made  by  a  bank — 
guaranteed  or  insured — must  be  made  without  recourse 
to  the  supplier. 

The  application  for  export  insurance  or  a  loan  guar- 
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antee  starts  with  the  filling  out  of  a  questionnaire  by 
the  supplier.  The  supplier  is  checked  for  reliability  and 
integrity  before  the  application  is  subjected  to  further 
consideration.  The  credit  worthiness  of  the  foreign 
buyer  is  also  thoroughly  checked.  Only  after  all  perti- 
nent information  is  received  and  a  complete  credit  file 
has  been  established  and  cleared,  can  a  loan  guarantee 
or  FCIA  policy  be  issued  in  favor  of  the  supplier.  A 
minimum  of  3  weeks  is  required. 

Most  livestock  exporters  generally  prefer  to  use  the 
export  insurance  program.  The  Foreign  Credit  Insur- 


better  than  average.  One  general  requirement  of  short- 
term  insurance  is  that  if  any  export  is  insured  by  the 
seller,  then  all  exports  by  the  same  seller  shall  be  in- 
sured. This  may  make  insurance  to  cover  a  specific 
situation  relatively  high.  Short-term  insurance  is  usually 
taken  to  cover  losses  while  cash  transactions  go  on. 

Medium-term  insurance  is  issued  on  essentially  the 
same  basis,  but  the  cost  is  slightly  higher.  The  cost  on 
a  3-year,  medium-term  policy  ranges  from  about  $1.00 
to  $4.25  per  $100  of  invoice  value,  depending  on  risk. 
The   political   risk   is   much   greater   on   the   long-term 
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ance  Association  (FCIA)  has  joined  with  the  Eximbank 
in  making  this  insurance  available  to  exporters,  FCIA 
is  an  association  of  more  than  70  of  the  principal  U.S. 
marine,  casualty,  and  fire  insurance  companies.  Credit 
insurance  has  enabled  U.S.  traders  to  take  a  more  ag- 
gressive position  in  expanding  foreign  sales.  This  insur- 
ance provides  nearly  complete  protection  against  credit 
losses — up  to  90  percent  of  the  invoice  value.  Although 
an  FCIA  policyholder  can  carry  the  note  from  the  for- 
eign buyer  himself,  many  banks  will  more  readily  make 
loans  knowing  that  the  exporter  is  protected  by  credit 
insurance.  Proceeds  are  assignable  to  the  lending  agency. 
FCIA  export  insurance  for  livestock  is  available  on 
both  a  short-term  basis  (180  days)  and  medium-term 
(181  days  to  3  years).  The  cost  of  a  short-term  policy 
is  about  50  cents  per  $100  of  invoice  value  for  credit 
of  average  risk.  Lower  rates  are  available  if  the  risk  is 


loans.  Exporters  can  buy  "political  risk"  coverage  with- 
out "commercial  risk";  it  runs  about  75  percent  the  cost 
of  full  coverage.  Medium-term  policies  can  also  be  pur- 
chased to  cover  a  specific  transaction.  An  example  of  a 
medium-term  loan  follows: 
Contract: 

United    Export   Corp.    sells   400   Brahman 

breeding  cattle  to  a  Mexican  ranch $200,000 

Cash  down  payment,  20% 40,000 

Balance  due  in  6  semi-annual  installments 

@  7%   160,000 

Financed  portion  (sharing  of  risk): 

United  Export  Corp.  10% 16,000 

FCIA  and  Eximbank,  90% 144,000 


1  FCIA    and    the    Eximbank    guarantee    90%    of    the 
financed  portion  plus  interest  up  to  6%. 
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Information  and  application  forms  for  export  credit 
insurance  can  be  obtained  from  a  local  insurance 
broker,  from  an  agent  for  a  member  company  of  FCIA, 
or  directly  from  FCIA  in  New  York  or  its  regional 
offices  located  in  Chicago  or  San  Francisco.  A  special 
application  form  is  needed  when  applying  for  credit 
insurance  on  livestock  exports.  A  separate  application 
is  needed  for  each  foreign  buyer. 

In  addition  to  export  insurance,  commercial  banks 
can  also  use  Eximbank's  loan  guarantee  program  to 
extend  medium-term  financing  to  livestock  exporters. 
Fees  for  the  Eximbank's  loan  guarantees  are  reasonable. 
Rates  vary  by  groupings  of  countries,  ranked  by  sound- 
ness of  the  market  and  terms  of  credit.  Repayment 
terms  on  Eximbank's  guaranteed  livestock  loans  are  the 
same  as  those  on  insured  loans;  however,  the  sharing  of 
risk  on  the  financed  portion  is  somewhat  different.  The 
lending  bank  must  consider  the  buyer  to  be  credit- 
worthy for  the  financed  portion  and  so  takes  the  credit 
risk  on  the  first  half  of  the  installments,  or  the  first  18 
months,  whichever  is  the  shorter  period.  The  commer- 
cial bank  is  extended  full  political  risk  on -the  entire 
contract. 

Application  for  Eximbank  loan  guarantees  can  be 
made  through  any  local  commercial  bank  that  deals 
with  the  Eximbank.  The  main  difference  between  loan 
guarantees  and  credit  insurance  is  that  the  bank  agrees 
to  buy  the  note  from  the  foreign  buyer  at  the  time  the 
application  is  approved. 

Commercial  banks  using  the  loan  guarantee  program 
must  agree  to  release  the  exporter  of  any  obligation 
should  the  overseas  buyer  fail  to  pay  (the  same  as  in  the 
case  of  insured  loans).  Since  commercial  banks  as- 
sume more  risk  under  the  nonrecourse  guaranteed  loan 
program,  they  may  require  the  exporter  to  carry  some- 
thing in  excess  of  10  percent  of  the  financed  portion, 
especially  in  higher  risk  cases.  In  certain  cases,  the  lend- 
ing bank  may  want  the  buyer  to  furnish  a  local  bank 
guarantee. 

Direct  Loans. — The  Eximbank  has  the  authority  to 
make  direct  loans  to  foreign  governments  and  private 
individuals  and  firms,  providing  certain  criteria  are  met 
and  the  proceeds  of  such  loans  are  designed  to  expand 
U.S.  exports. 

Direct  loans  for  livestock  are  generally  made  to  the 
foreign  country  government  or  to  a  government- 
appointed  agency  within  the  country,  which  in  turn 
makes  sub-loans  to  private  borrowers.  Direct  loans 
made  to  foreign  governments  require  a  guarantee  by 
the  National  Bank  of  that  country.  Other  direct  loans 
made  to  development  associations,  cooperatives,  or  pri- 
vate firms  in  foreign  countries  also  require  a  bank 
guarantee.  The  guarantee  for  private  firms  may  be 
underwritten  by  the  National  Bank  of  the  country,  or 
in  some  cases  a  good  commercial  bank  guarantee  may 
be   accepted.    Applications   for   loans   can   be   initiated 


either  by  the  government  or  by  individual  firms  in  a 
foreign  country. 

In  the  32  years  the  Eximbank  has  been  in  business, 
it  has  made  7  livestock  loans  to  foreign  governments 
for  a  total  of  $13.5  million.  Eximbank  livestock  loans 
provide  long-term  credit  at  5Vi  percent  interest.  Under 
the  government-to-government  loans,  local  producers 
wanting  credit  to  purchase  U.S.  breeding  stock  must 
make  application  through  local  sources.  Provisions  and 
specifications  of  direct  loans  regarding  procurement  of 
breeding  stock  vary.  In  certain  cases,  the  loans  may 
specify  that  the  livestock  be  secured  from  U.S.  sup- 
pliers on  a  contract  specification  and  competitive  bid- 
ding basis.  In  other  cases,  the  buyer  may  be  permitted 
to  deal  directly  with  the  U.S.  sellers.  Regardless  of  the 
methods  used,  all  proceeds  from  Eximbank's  direct  loans 
must  be  utilized  by  the  purchase  of  U.S.  breeding  stock 
only. 

Commercial  banks 

Commercial  banks  are  a  potential  source  of  export 
financing.  Many  banks  have  greatly  expanded  their 
international  credit  activities  and  other  services  to  U.S. 
exporters.  About  90  U.S.  commercial  banks  are  regu- 
larly submitting  to  Eximbank  applications  for  guaran- 
teed export  loans.  About  the  same  number  are  making 
export  loans  backed  by  FCIA  insurance.  Only  a  few 
of  these  bank  transactions,  however,  have  involved 
livestock  financing. 

The  Eximbank  stands  ready  to  work  with  any  bank 
or  financial  institution  wanting  to  enter  the  field  of 
export  financing.  Most  of  the  smaller  banks  tend  to 
prefer  the  "risk-free"  FCIA  paper.  Many  larger  banks, 
with  more  experience  in  international  trade,  often  prefer 
the  guaranteed  loan  program.  Most  of  the  bank-financed 
export  loans  for  livestock  to  date  have  been  backed 
with  FCIA  insurance.  If  the  local  banker  does  not  deal 
in  this  type  of  credit,  he  may  be  able  to  refer  the  ap- 
plicant to  a  correspondent  bank  that  specializes  in  this 
type  of  credit.  The  main  difficulty  has  been  that  of 
interesting  local  bankers  in  this  type  of  financing. 

Competition  for  available  loan  funds  has  at  times 
been  an  impediment  to  commercial  banks'  financing  of 
exporters.  In  order  to  help  this  situation,  the  Eximbank 
has  started  a  new  "discount  loan  program"  designed 
to  increase  commercial  banks'  financing  of  U.S.  exports. 
This  new  program  is  similar  to  the  Federal  Reserve's 
discount  loan  program.  It  permits  commercial  banks 
to  borrow  from  the  Eximbank  against  eligible  export 
debt  obligations  up  to  50  percent  of  the  unmatured 
principal.  The  discount  program  is  meant  to  encourage 
commercial  banks  and  similar  institutions  to  increase 
their  financing  of  export  sales. 

Commercial  banks  may  also  be  a  potential  source  of 
direct  loans  to  foreign  buyers.  However,  it  is  not  always 
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easy  for  overseas  buyers  to  obtain  funds  from  private 
banks.  These  are  usually  conservative  and  must  be  as- 
sured of  the  ability  to  repay.  A  few  banks  are  re- 
portedly interested  in  expanding  their  foreign  livestock 
loan  programs.  Some  U.S.  banks  have  set  up  branch 
banks  in  foreign  countries  for  the  purpose  of  making 
agricultural  loans  to  local  producers.  At  the  same  time, 
many  importing  countries  have  their  own  banks  and 
lending  institutions  capable  of  extending  loans  to  their 
local  producers.  In  some  cases,  local  sources  of  financ- 
ing in  the  importing  countries  are  overlooked. 

Even  though  the  commercial  bank  may  not  be  in  a 
position  to  make  an  export  loan,  it  can  offer  exporters 
a  number  of  other  financial  services  essential  to  inter- 
national trade.  These  services  include  handling  of  for- 
eign exchange  and  bank  drafts  drawn  by  the  exporter 
on  the  importer's  account,  permitting  immediate  pay- 
ment. The  bank  can  help  check  the  credit  standing  of 
a  foreign  buyer  or  service  a  letter  of  credit  which  of- 
fers the  exporter  secured  terms  before  accepting  an 
order  or  making  a  sale.  The  insurance  department  of 
the  bank  may  be  able  to  help  exporters  get  an  FCIA 
export  insurance  policy. 

AID 

The  Department  of  State's  Agency  for  International 
Development  (AID)  is  a  U.S.  Government  institution 
that  makes  loans  to  developing  countries.  These  loans 
are  generally  (1)  handled  on  a  country-to-country  basis 
and  (2)  made  under  a  specific  development  project. 
Many  of  the  loans  have  been  made  for  livestock  de- 
velopment. A  considerable  amount  of  U.S.  breeding 
stock  has  been  sold  abroad  as  a  result  of  AID  financing. 
These  loans  are  really  an  indirect  type  of  credit  to  the 
supplier,  since  it  is  the  importer  rather  than  the  exporter 
who  arranges  for  the  loan.  There  are  essentially  three 
programs  under  which  AID  financing  could  lead  to 
exports  of  U.S.  breeding  stock,  and  they  are  as  follows. 

Commodity  or  Program  Loans. — This  loan  is  made 
to  a  country  primarily  to  bolster  its  foreign  exchange 
and  allow  it  to  make  imports  vital  to  its  development. 
Breeding  livestock  is  often  on  the  list  of  imports  per- 
mitted under  the  loan  agreement.  In  this  case,  individual 
importers  buy  directly  from  some  source  in  the  United 
States,  through  commercial  channels,  by  securing  import 
permits  from  their  government. 

Livestock  Loans. — In  this  case,  a  loan  is  made  to  a 
country  specifically  for  livestock  development.  Whether 
or  not  breeding  stock  is  imported  as  a  direct  result  of 
this  type  of  loan  depends  on  the  provisions  of  the  loan 
agreement.  This  type  of  loan  is  often  for  the  primary 
purpose  of  making  local  currrency  loans  available  to 
individual  ranchers  for  a  wide  variety  of  items  which 
would  make  their  ranches  more  productive,  such  as 
fencing,  machinery,  seed,  fertilizer,  and  breeding  stock. 


Even  though  foreign  exchange  is  not  made  available 
directly  to  the  rancher,  a  loan  to  him  in  local  currency 
may  stimulate  his  applying  for  an  import  license  for 
breeding  stock  through  normal  trade  channels. 

Direct  Purchase.  In  this  case,  grant  funds  are  made 
available  for  the  purchase  of  breeding  stock  for  ship- 
ment to  a  specific  country.  Purchases  are  usually  made 
by  AID  personnel  through  cooperation  with  breed  as- 
sociations and  according  to  specifications  set  forth  in 
the  Grant  Program  documentation. 

Direct  purchases  by  AID  with  grant  funds  are  rela- 
tively few.  The  trend  of  AID  financial  support  to  Live- 
stock Development  is  toward  specific  livestock  loans. 
All  dollar  funds  supplied  by  AID,  whether  loan  or 
grant,  for  support  of  livestock  development  must  be 
utilized  by  purchase  of  goods  and  services  from  U.S. 
sources. 

AID  also  offers  grants  for  investment  surveys  and 
provides  political  and  extended  guarantees  on  certain 
types  of  loans  and  investments.  For  example,  it  can 
guarantee  an  export  loan  that  the  Eximbank  has  turned 
down  if  it  is  felt  that  the  export  will  contribute  to  the 
economic  growth  of  the  country  in  question.  It  can  also 
insure  U.S.  investments  made  in  the  livestock  industry 
in  certain  countries.  It  has  been  AID's  policy  not  to 
give  political  risk  insurance  on  investments  made  for 
mere  acquisition  of  existing  facilities  (farms,  ranches, 
livestock,  and  the  like),  but  to  extend  protection  on  new 
investment  in  new  facilities  (breeding  stock,  equipment, 
etc.).  Export  insurance  and  investment  programs  such 
as  these  offered  by  AID  could  also  serve  as  a  potential 
source  of  credit  to  U.S.  exporters. 

The  livestock  finance  programs  offered  by  AID  to 
developing  countries  provide  the  possibility  of  growing 
demand  for  U.S.  breeding  stock  in  the  future.  Perhaps 
the  best  way  for  exporters  to  take  advantage  of  these 
loans  is  to  maintain  contacts  with  countries  getting  them 
and  to  promote  the  use  of  U.S.  breeding  stock  for  herd 
improvement  work  in  developing  countries. 

Private  export  merchants 

Another  potential  source  of  credit  to  both  exporters 
and  importers  of  livestock  is  from  private  export  mer- 
chants and  confirming  houses.  Export  merchants  usually 
provide  only  procurement  and  delivery  of  the  exported 
livestock.  A  confirming  house  generally  specializes  in 
financing  exports.  They  are  basically  in  business  to 
supplement  the  export  insurance  available  from  FCIA. 
Using  FCIA  insurance  as  backing,  they  act  as  principals 
in  association  with  lending  banks  and  financial  institu- 
tions in  making  "suppliers  credits"  available  to  ex- 
porters. They  can  also  arrange  for  a  standby  credit 
line  for  prospective  foreign  buyers.  Repayment  terms  on 
this  type  of  credit  are  usually  the  same  as  they  are  on 
a  regular  FCIA  policy  for  livestock. 
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A  typical  confirming  house  transaction  starts  with  the 
filling  out  of  a  loan  application.  The  loan  application 
can  be  initiated  by  either  the  exporter  or  the  importer. 
In  the  case  where  the  supplier  makes  application  for 
export  financing,  the  clearing  house  will  first  check  the 
credit  worthiness  of  the  prospective  buyer.  If  the  cus- 
tomer's credit  standing  is  satisfactory,  the  clearing  house 
will  make  application  for  FCIA  insurance  under  its  own 
name.  Upon  approval,  it  instructs  the  lending  agency 
to  open  a  letter  of  credit  in  favor  of  the  supplier  so 
that  he  can  obtain  payment  for  as  much  as  100  percent 
of  his  invoice  without  recourse.  As  a  rule,  most  banks 
will  not  go  beyond  the  financing  of  the  so-called  "in- 
sured portion"  of  a  transaction.  Collections  from  the 
foreign  buyer  are  handled  by  the  lending  institution. 

A  prospective  foreign  buyer  can  also  make  applica- 
tion for  credit  from  a  confirming  house  to  purchase 
livestock  from  any  reliable  American  producer.  If  his 
credit  rating  is  satisfactory,  the  clearing  house  will  apply 
for  FCIA  insurance  in  its  own  name  the  same  as  in  the 


case  of  the  supplier.  Provided  the  transaction  is  ap- 
proved by  FCIA,  a  standby  line  of  credit  will  be  made 
available.  This  permits  the  importer  to  "shop  around" 
with  cash  and  purchase  livestock  where  he  can  get  the 
best  price,  quality,  and  delivery  terms.  The  buyer  must 
make  a  standard  20  percent  down  payment  on  all  live- 
stock purchases. 

Total  charges  on  credit  arranged  by  a  confirming 
house  will  vary  mainly  in  the  interest  charges  of  the 
cooperating  lending  institution.  Interest  charges  usually 
run  about  8V2  percent  per  year  on  the  unpaid  balance 
of  the  loan,  but  vary  according  to  the  money  market 
and  the  credit  risk  of  the  country  involved.  There  is 
also  a  service  charge  of  about  5  percent  on  the  original 
amount  of  the  transaction.  The  service  charge  is  the 
fee  charged  by  the  confirming  house,  which  includes 
the  cost  of  the  FCIA  insurance.  Service  charges  are 
generally  paid  for  by  the  party  initiating  the  application, 
but  the  interest  charges  are  always  paid  for  by  the 
buyer. 


INTERNATIONAL  SOURCES 


There  are  a  number  of  agencies  on  the  international 
level  making  livestock  loans  mainly  to  less  developed 
countries,  which  could  provide  an  indirect  source  of 
credit  for  increased  imports  of  U.S.  breeding  stock. 
Foremost  are  the  World  Bank  and  Inter-American  De- 
velopment Bank.  Loans  made  by  these  agencies  are 
similar  to  AID  loans  since  their  purpose  is  to  make 
credit  available  to  local  producers.  Whether  or  not  any 
breeding  stock  is  imported  as  a  result  of  these  loans 
depends  on  the  provisions  of  the  loan  and  the  objectives 
of  the  development  plan.  Past  loans  have  meant  a 
sizable  amount  of  business  for  U.S.  breeding  stock. 

In  the  past,  these  credit  agencies  have  concentrated 
on  large  development  projects  such  as  irrigation  and 
farm  roads,  but  now  are  giving  increased  emphasis  to 
agricultural  credit  projects  which  include  land  and  live- 
stock development.  The  funds  for  the  individual  pro- 
ducer loans  are  generally  administered  and  disbursed 
by  local  agencies  in  the  importing  country.  The  funds 
from  these  international  agencies  are  often  supple- 
mented by  local  sources.  U.S.  agricultural  attaches  sta- 
tioned in  these  countries  are  aware  of  these  loans  and 
maintain  a  market  intelligence  for  the  U.S.  trade.  Live- 
stock producers  interested  in  making  sales  on  the  basis 
of  these  loans  should  remain  aware  of  all  developments. 
This  can  best  be  done  through  contacts  with  the  lending 
agencies,  with  U.S.  breed  associations  and  with  FAS. 


World  Bank  Group 


The  World  Bank  was  created  in  1944  for  the  purpose 
of  assisting  war-torn  nations  to  recover  after  World  War 


II,  using  funds  subscribed  by  member  nations.  It  was 
appropriately  called  the  International  Bank  for  Recon- 
struction and  Development.  Activities  of  the  World 
Bank  have  been  greatly  expanded  since  its  inception. 
One  of  the  most  important  functions  of  the  Bank  today 
is  helping  developing  nations  reach  their  maximum  eco- 
nomic potential.  To  accomplish  this  task,  two  affiliate 
agencies — listed  below — have  been  added  to  the  bank 
that  have  the  authority  to  make  agricultural  loans  to 
developing  countries.  The  World  Bank  invites  proposals 
for  loans  from  all  member  countries  needing  capital  to 
develop  their  agriculture  and  livestock  economy. 

International  Finance  Corporation  (IFC). — This  in- 
stitution was  added  to  the  World  Bank  group  in  1956 
for  the  purpose  of  financing  private  enterprise  develop- 
ment in  member  countries.  IFC's  principal  objective  is 
to  provide  risk  capital  where  private  capital  is  not  avail- 
able on  reasonable  terms.  Although  IFC  loans  are  made 
to  private  firms,  the  loans  are  usually  made  as  part  of 
an  overall  development  plan  for  that  country.  An  ex- 
ample of  this  was  a  loan  made  to  a  Colombian  cattle 
feeding  operation.  The  loan  was  made  for  the  construc- 
tion of  a  slaughterhouse.  The  addition  of  the  slaughter- 
house was  meant  to  improve  the  marketing  system  for 
beef  in  that  country  and  to  serve  as  a  catalyst  for  fur- 
ther private  investment.  In  many  underdeveloped  coun- 
tries, distribution  systems  are  often  more  lacking  than 
production  know-how. 

International  Development  Association  (IDA). — IDA 
was  established  in  1960  as  an  arm  of  the  World  Bank, 
to  extend  credit  to  poorer  countries.  This  agency  is 
called    the    "soft    credit"    window    of    the    bank.    IDA 
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makes  long-term  loans — 50  years  and  interest  free — 
granted  on  easy  repayment  terms.  This  credit  is  meant 
to  provide  capital  for  developing  countries  without  dis- 
turbing their  balance-of-payments  situations.  Some  re- 
cent IDA  loans  that  have  been  made  specifically  for 
livestock  development  are  as  follows: 

Mil. 
dol. 

1959— Uruguay    7.0 

1963— Chile   19.0 

1965— Uruguay    12.7 

1966— Colombia    16.7 

1967— Bolivia 2.0 

1967— Ecuador    4.0 

World  Bank. — There  is  no  standard  form  or  proce- 
dure to  follow  in  making  application  for  World  Bank 
loans.  But,  before  a  detailed  appraisal  of  a  loan  pro- 
posal is  made,  certain  preliminary  information  is  re- 
quired. Such  information  includes  a  description  of  the 
development  proposal,  purpose  for  which  financing  is 
required,  amount  of  capital  needed,  and  a  financial 
forecast  of  repayment  capacity.  The  World  Bank  does 
not  require  government  guarantees  on  loan  repayment. 
The  World  Bank  can  make  livestock  loans  under 
either  of  these  two  affiliate  agencies  depending  on  the 
type  of  credit  needed.  In  most  cases,  the  loans  are 
made  directly  to  the  member  country's  government. 
Loans  can  also  be  made  to  private  firms  or  to  ap- 
proved lending  agencies.  Depending  on  provisions  and 
purpose  of  the  loans,  borrowers  are  free  to  use  the 
proceeds  of  the  loans  to  make  livestock  purchases  in 
any  member  country. 

The  World  Bank  is  required  by  its  articles  of  agree- 
ment to  insure  that  the  proceeds  of  their  loans  be  used 
with  economy  and  efficiency.  For  this  reason,  the  World 
Bank  requires  that  its  borrowers  obtain  livestock  on  an 
international  competitive  basis.  Suppliers  must  follow 
certain  bidding  and  contracting  procedures  when  mak- 
ing sales  to  these  countries.  All  .member  countries  are 
usually  invited  to  submit  bids. 

The  cattle  involved  in  past  South  American  (IDA) 
loans  were  purchased  mainly  from  Canada,  Australia, 
and  New  Zealand.  They  were  imported  from  these 
countries  because,  on  a  competitive  bidding  basis,  the 
total  cost  was  lower.  Costs  are  often  cut,  under  this 
type  of  bidding,  by  sending  lower  quality  animals. 
About  the  best  way  for  U.S.  exporters  to  compete  in 
this  type  of  program  is  to  maintain  contacts  with  coun- 
tries getting  loans  and  attempt  to  sell  superior  quality 
breeding  stock.  Past  experience  in  the  importing  coun- 
tries has  shown  that  importing  large  numbers  of  com- 
mercial grade  cattle  to  expand  the  size  of  local  herds 
has  not  been  a  satisfactory  way  of  building  up  the  live- 
stock industry  in  these  countries.  Future  programs  will 
probably  be  limited  to  importing  higher  quality  breed- 
ing animals  for  upgrading  domestic  herds.  U.S.  breed- 


ers should  be  able  to  compete  more  favorably  in  this 
kind  of  a  market. 

Recent  World  Bank  loans  and  credits  for  agriculture 
have  shown  a  sharp  upturn.  Present  policy  indicates  that 
World  Bank  loans  will  continue  to  concentrate  on 
financing  agricultural  development  and  livestock  pro- 
duction in  Latin  America  and  other  developing  coun- 
tries. The  proceeds  of  these  loans  could  expand  the 
demand  for  U.S.  breeding  stock  in  the  years  to  come. 

Inter-American  Bank 

The  Inter-American  Development  Bank  was  estab- 
lished in  1959  for  the  purpose  of  extending  financial 
aid  to  the  developing  countries  of  Latin  America. 
Many  of  the  past  loans  that  have  been  made  were  for 
the  specific  purpose  of  developing  the  livestock  industry 
in  these  countries.  An  investment  in  livestock  in  South 
America  is  probably  the  most  attractive  anywhere  in 
the  world.  Latin  America  also  remains  one  of  the  larg- 
est frontiers  still  left  for  the  application  of  modern 
management  techniques  and  improved  breeding  prac- 
tices. 

IDB  loans  are  made  with  funds  from  a  number  of 
sources.  Some  loans  are  made  with  capital  pledged  by 
the  twenty  member  countries  (the  United  States  and  19 
Latin  American  republics).  Others  are  made  with  funds 
supplied  entirely  by  the  United  States.  Loans  made 
with  U.S.  funds  have  been  called  "Bank  of  the  Alli- 
ance"' loans,  because  over  half  the  Alliance  for  Progress 
monies  have  been  disbursed  by  IDB.  About  one-half  of 
the  IDB  loans  are  made  directly  to  governments  or  gov- 
ernment entities.  The  rest  are  disbursed  through  de- 
velopment associations,  private  firms,  and  cooperatives. 
IDB  has  the  authority  to  make  direct  loans  to  private 
enterprises  without  requiring  a  guarantee  from  the 
government  involved.  Some  recent  loans  that  have  been 
made  specifically  for  livestock  development  are: 

Mil.  dol. 

1961— Costa  Rica    2.9 

1963 — Argentina    1.5 

1963 — Dominican  Republic    5.8 

1963 — Venezuela 8.4 

1964 — Mexico    ___" 2.3 

1966— Chile   11.0 

Loans  made  by  IDB  are  like  World  Bank  loans  in 
that  the  importer  arranges  for  his  own  credit  before 
buying  or  importing  livestock.  One  important  difference 
is  that  the  livestock  purchases  are  limited  to  either  the 
United  States  or  Latin  America.  (Canada  is  not  a  mem- 
ber country.)  Prospects  for  future  sales  of  U.S.  breed- 
ing stock  using  the  proceeds  of  these  loans  appear  good 
because  IDB  is  contemplating  increasing  the  scope  and 
number  of  agricultural  loans  substantially  in  future. 
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For  further  information  on  the  financing  of  livestock  sales  overseas,  the  loan  applicant 
should  write  to: 

Export-Import  Bank  of  Washington, 

811  Vermont  Avenue,  N.W.,  Washington,  D.  C.  20005 

International  Development  Association, 

1818  H  St.,  N.W.,  Washington,  D.  C.  20006 

Inter-American  Development  Bank, 

808  -  17th  St.,  N.W.,  Washington,  D.  C.  20006 

International  Bank  for  Reconstruction  and  Development, 
1818  H  St.,  N.W.,  Washington,  D.  C.  20006 

Agency  for  International  Development, 
Department  of  State  Building 
2201  C  St..  N.W.,  Washington,  D.  C.  20006 

Livestock  and  Meat  Products  Division 
Foreign  Agricultural  Service 
U.S.  Department  of  Agriculture 
Washington,  D.  C.  20250 

Foreign  Credit  Insurance  Association 
250  Broadway 
New  York.  New  York  10007 
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